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GOVERNM ENT AC CO U N TING OFFICE
An exposure d ra ft  containing proposed rev ision s to  the Standards fo r  Audit o f
Governmental O rganizations, Programs, A c t iv i t ie s  and F un ction s ("Y ellow  Book")
has been released by the General Accounting O ffice . Comments on the proposal are 
due by 6/30/87. The proposed standards incorporate references to  the S in gle Audit 
A ct o f  1984, in c lu d e  guidance on th e  procurem ent o f  a u d it  s e r v ic e s , expand the 
req uirem en ts fo r  co n tin u in g  p r o fe s s io n a l ed u catio n  and t r a in in g , c l a r i f y  the 
aud itor’s re s p o n s ib ility  for d etectin g and reporting on fraud, abuse and i l l e g a l  
a c ts ,  and in c lu d e  a requirem en t fo r  an in te r n a l  q u a li t y  c o n tr o l system  and the 
p a rtic ip a tio n  in  an extern al q u a lity  control review  program, according to  the GAO 
d r a f t .  A d vice on th e  d r a f t in g  o f  th e  proposed r e v is io n s , th e GAO s ta te d , was 
provided by an Auditing Standards Advisory Council appointed by the Comptroller 
General and composed o f represen tatives from government, public accounting, and 
academia. For furth er inform ation or a copy o f the d ra ft  rev ision s, contact W.A. 
Broadus a t  the GAO a t 202/275-9425.
SMALL B U SIN E SS ADM lN IS TRATION
The Senate, on 3/20/87, confirmed without objection  the nomination o f  former Senator
James Abdnor (R-SD) to  be the Adm inistrator o f  the Small Business Adm inistration
(see the 1/5/87 Wash. Rpt.). The new Adm inistrator w i l l  succeed James C. Sanders,
who resigned in  A p ril, 1986. Abdnor was nominated for the p ositio n  by President 
Reagan in  December, 1986 a fte r  serving in  the Senate fo r one term and in  the U.S. 
House o f  R e p re se n ta tiv e s  fo r  fo u r term s, from 1972 to  1980. F o llo w in g  Abdnor's 
confirm ation, Senate M inority Leader Bob Dole (R-KS) said  " I t  i s  Jim 's commitment 
and understanding o f  sm all-town America, o f  sm all business, i t s  sp ec ia l needs and 
concerns, th at makes h is  nomination so righ t."
A se r ie s  o f  conferences are to  be h eld  by the Sm all Business Adm inistration (SBA)
about fr a n c h is in g , w ith  tw o se p a ra te  program s to  be o ffe r e d . How to  Buy a
Franchise: Just the Facts, w i l l  be an in ten sive  one-day conference focusing on 
th e  elem en ts and advantages o f  fra n c h is in g , a cco rd in g  to  th e  SBA. T op ics to  be 
covered  in c lu d e  an o v erv iew  o f  th e  in d u stry , le g a l  a s p e c ts , and p r o f i l e s  o f  a 
franchisor and franchisee. The second conference, e n tit le d : How to  Franchise Your 
B u sin ess, i s  a tw o-day co n feren ce  design ed  to  p ro v id e  in fo rm a tio n  to  th o se  
thinking about franchising th e ir  business ideas. The conference w i l l  be held in 
W ashington, D.C. on 4/27/87; Boston, MA on 6/1/87; S e a t t le ,  WA on 6/15/87; San 
Francisco, CA on 8/31/87; Chicago, IL on 9/14/87; Minneapolis, MN on 10/9/87; and 
Phoenix, AZ on 11/2/87. The c o s t  to  a tte n d  th e  one-day co n feren ce  i s  $20 per 
person in  advance and $25 fo r o n -s ite  re g istra tio n . R egistration  fo r the two-day 
co n fere n ce  i s  $125 p er person in  advance and o n - s it e .  In a d d itio n , th e  SBA 
announced, th e  1987 W orld o f  F ra n ch is in g  Expo w i l l  be h e ld  on th e  Saturday and 
Sunday p r io r  to  th e  co n fere n ce . The c o s t  to  a tte n d  i s  $5 p er day. For fu r th e r  
inform ation or inform ation about re g is tra tio n , contact the SBA a t  800-368-5855.
SECURITIES AND exchange COMMISSION
Proposed amendments requiring mandatory peer review  fo r  firm s c e r t ify in g  fin a n c ia l
statem ents f i le d  w ith  the Commission were approved fo r  p u b lic  comment by a
unanimous 5 to  0 v o te  b y  th e  Commission 3/26/87 a t  an open m eeting (see th e  
11/10/86 and 3/23/87 Wash. Rpts.). Under the proposal, accountants would have the 
o p tio n  o f  undergoing once e v e ry  th re e  y e a r s  a p eer rev ie w  by e i t h e r  an approved 
Peer Review O rg a n iza tio n  (PRO), o r, a l t e r n a t iv e ly ,  h avin g t h e i r  p eer rev ie w  
supervised by the Commission. The degree o f  SEC involvement in  the supervisory 
process was not c le a r  from the discussion and further d e ta ils  aw ait the issuance 
o f  the proposed ru le. According to  discussion  a t  the open meeting, gu idelin es and 
procedures establish ed  by PROs would have to  be acceptable to  the SEC. Several o f  
the Commissioners questioned the p o te n tia l co st impact on sm all CPA firm s having
2to  undergo th e  p eer re v ie w  p ro ce ss  and th e  p o s s i b i l i t y  o f  them not a c c e p tin g  an 
engagement. A. C la re n ce  Sampson, C h ie f  A ccountant fo r  th e  SEC, t o ld  th e  
Commission th a t the proposal w i l l  contain a provision  enabling firm s w ith a SEC 
c l ie n t  to  conduct an audit for th a t c l ie n t  and have 18 months in  which to  undergo 
a peer review, based on th at audit. A p o ll  o f  the Commissioners by Chairman John 
Shad revealed th e ir  unanimous support for the im position o f  a fee on firm s opting 
to  have th e ir  peer review  supervised by the Commission. A lso to  be added to  the 
p ro p o sa l w i l l  be a re q u e st fo r  comments on th e  a d v i s a b i l i t y  o f  re q u ir in g  
c o rp o ra tio n s  to  d is c lo s e  n o n p a rtic ip a tio n  by t h e i r  a u d ito rs  in  a p eer rev ie w  
rather than mandating peer reviews. A lso, the Commission has requested comments 
on a lte rn a tiv e  peer review  approaches fo r sm all firm s so th at a peer review  would 
not pose a b a r r ie r  to  e n tr y  in to  th e  f i e l d  o f  a u d itin g  SEC r e g is t r a n t s .  For 
further inform ation contact John Heyman a t  the SEC at 202/272-2130.
TREASURY, DEPARTMEN T OF
Deductions fo r  points paid in  refinancing a mortgage must be spread over the e n tire
lo an  p e rio d  a cco rd in g  to  a r e c e n t ly  issu e d  IRS Revenue R ulin g 87-22 and
inform ation release  (IR-87-34). The Service noted th a t the ru lin g  was in  response 
to  requests th at the IRS issu e a tech n ical explanation for an e a r lie r  announcement 
on t h is  is s u e  (see  th e  5-19-87 Wash. R pt.). The IRS a ls o  re le a s e d  Revenue 
Procedure 87-15, which a llow s taxpayers to  use a s im p lifie d  method for deciding 
when to  deduct those points th at they may not deduct immediately. According to  
the IRS, the s ta tu te  does not a llow  an immediate deduction unless the points are 
paid for a mortgage "incured in  connection w ith  the purchase or improvement o f the 
taxpayer's p rin cip a l residence." The Service stated  i f  part o f the refinancing 
p roceed s are  used in  con n ectio n  w ith  im provem ents to  a ta x p a y e r 's  p r in c ip a l  
re s id e n c e , then a corresp on d in g p a r t  o f  th e  p o in ts  may g e n e r a lly  be deducted in  
the tax  year paid. The ru lin g  a lso  reaffirm ed th at points paid fo r  a mortgage to  
purchase a ta x p a y e r 's  p r in c ip a l  re s id e n ce  g e n e r a lly  a re  d e d u c tib le  in  th e  y e ar 
p a id . Revenue R uling 87-22 and Revenue Procedure 87-15 are scheduled fo r  
p ublication  in Internal Revenue B u lle tin  1987-14 on 4/6/87.
Proposed and temporary regulation s regarding 1986 tax  a c t provisions requiring uniform
c a p ita liz a tio n  o f  inventory have been issued by the IRS and are scheduled to  be
published in  the 3/30/87 Federal R egister. The proposal provides a uniform s e t  o f  
r u le s  to  be a p p lie d  in  d eterm in in g  th e  t e x t  o f  th e  tem porary r e g u la t io n s  to  be 
cross-referenced in  the Notice o f  Proposed Rulemaking in  the proposed ru le  section  
o f  th e  F ed e ra l R e g is te r , th e IRS s ta te d . The tem porary r e g u la t io n s  s t a t e  th a t  
except as provided, they w i l l  apply to  a l l  costs incurred in  connection w ith  the 
production o f  re a l and personal tan gib le  property to  be held in  inventory or for 
sa le  in  the ordinary course o f  business. The ru les a lso  apply, the n otice stated , 
to  th e  p ro d u ctio n  o f  o th e r  p ro p e rty , in c lu d in g  p ro p e rty  o r im provem ents to  
p ro p e rty  c o n stru cte d  by a ta x p a y e r fo r  use in  i t s  tra d e  o r b u sin e ss  or in  an 
a c t iv i t y  engaged in  fo r  p r o fit . In the case o f property acquired fo r resale , the 
IRS stated , the ru les g en e ra lly  apply to  co sts  incurred for the storage, purchase, 
rep ack agin g  or p ro c e s s in g  o f  such p ro p e rty , in c lu d in g  an a l lo c a b le  amount o f  
g e n e ra l and a d m in is tr a t iv e  c o s ts . The tem porary r e g u la t io n s  do not p ro v id e  
guidance w ith  respect to  the a v a i la b i l i t y  of the p r a c t ic a l cap acity  concept under 
the uniform c a p ita liz a tio n  ru les o f  section  263A, according to  the proposal. The 
r e le a s e  s ta te d  th a t  th e IRS " is  c o n s id e r in g  t h is  is s u e  and w i l l  p ro v id e  fu tu re  
guidance w ith  respect to  the p r a c t ic a l capacity  concept." W ritten comments and 
requests fo r a p ub lic  hearing on the proposed regulation s must be d elivered  to  the 
IRS b y 5/29/87. For fu r th e r  in fo rm a tio n  c o n ta c t P a u le tte  Galanko a t  th e IRS a t  
202/566-3288.
3Temporary regulation s o ffe r in g  a sa fe  harbor providing r e l i e f  from underpayment
p en alties  to  corporations making estim ated tax  payments, have been issued by the
IRS and w i l l  be published in  the 3/30/87 Federal R egister and in  Internal Revenue
B u lle tin  1987-14. According to  an IRS inform ation re le a se  (IR-87-36), th is  safe  
harbor i s  p rovid ed  "because many c o rp o ra tio n s  fa c e  d i f f i c u l t i e s  in  a c c u r a te ly  
com puting th e  payment n e ce ssa ry  to  s a t i s f y  th e  "a n n u a liza tio n "  ex ce p tio n  
fr e q u e n tly  r e l i e d  on to  a v o id  an estim a te d  ta x  underpayment p e n a lty ."  The IRS 
stated  th at p en a ltie s  for underpayment o f  taxes w i l l  not be imposed fo r  estim ated 
ta x  payments due b e fo re  7/1/87 on f irm s  s a t is f y i n g  th e  s a fe  harbor p r o v is io n s . 
The agency ex p la in e d  th a t  due t o  s u b s ta n t ia l  re c e n t changes to  th e  In te r n a l 
Revenue Code, c o rp o ra tio n s  may be u n ce rta in  about th e  p rop er ta x  trea tm en t o f  
item s they must take in to  account in  computing th e ir  taxable income fo r purposes 
o f  estim ated tax  payments due before 7/1/87. The sa fe  harbor exemption provision  
o f the temporary regulations, the IRS said, perm its a corporation to  compute any 
in s ta llm e n t  payment o f  e stim a te d  ta x  due b e fo re  7/1/87 under the annualization 
exception on the assumption th at i t s  annualized taxable income equals 120 percent 
o f  the taxable income shown on i t s  return fo r  the preceding year. Firms e le c tin g  
the sa fe  harbor provision  need not take in to  account the a lte rn a tiv e  minimum tax 
or th e  en viron m en tal ta x  imposed under In te r n a l Revenue Code S e c tio n  59A fo r  
purposes o f  th e se  c a lc u la t io n s .  The IRS r e le a s e  cau tio n ed  th a t  th e  f i r s t  
in stallm en t payment due a fte r  the corporation ceases to  use the sa fe  harbor must 
be la r g e  enough so th a t , when added to  e a r l i e r  paym ents, i t  m eets one o f  two 
co n d itio n s  s p e c if ie d  in  th e  r e g u la t io n s . The f i r s t  i s  th a t  th e  firm  m eets th e 
requirem en t fo r  th e  a n n u a liz a tio n  e x ce p tio n  by th e  due d a te  fo r  th e  subsequent 
in stallm en t payment. The second i s  th at the to ta l  year-to-d ate payments equal or 
exceed 45 p e rce n t o f  i t s  ta x  fo r  th e  y e a r ; t h is  req uirem en t i s  r a is e d  to  67.5 
percent, i f  the subsequent in stallm en t i s  the th ird  in stallm en t payment fo r  the 
ye a r . I f  n e ith e r  o f  th e se  t e s t s  i s  s a t i s f i e d ,  th e  c o rp o ra tio n  would lo o s e  th e 
b e n e f i t  o f  th e  s a fe  harbor fo r  any in s ta llm e n t  payment due b e fo re  7/1/8 7, th e  
re lease  s ta te d .
S PECI A L : A IC PA  CO M MENTS  ON LEGISLATION ESTABLISHING A CCOUNTING STANDARDS FOR TH RIFTS
A provision  in  a b i l l  th at seeks to  e sta b lish  accounting standards fo r  t h r i f t
in s titu tio n s  i s  the su b ject o f  comments rece n tly  submitted by the AICPA to  the
House Banking Committee. The measure, H.R. 1063, introduced by Banking Committee
member Steve B a r t le tt  (R-TX) would a llow  t h r i f t s  to  am ortize over a period o f  f iv e  
to  ten  y e a rs  lo s s e s  r e s u lt in g  from p o o rly  p erform in g loan s. In th e l e t t e r ,  th e 
AICPA sta te s , "This treatm ent i s  inconsistent w ith  gen era lly  accepted accounting 
p r i n c i p l e s  w h ich  r e q u ir e  su ch  l o s s e s  t o  be w r i t t e n  o f f  im m e d ia te ly ."  
A dditionally , the AICPA le t t e r  stated , w hile recognizing th at for various reasons 
Congress and regulatory agencies e s t a b l is h  a cco u n tin g  p r a c t ic e s  fo r  r e g u la to r y  
purposes, the FASB is  the body designated by the accounting profession  having the 
a u th o r ity  to  e s t a b l is h  f in a n c ia l  re p o rtin g  stan d ard s. The AICPA n o tes, " I f  
accou n tin g  r u le s  a re  not u n ifo rm ly  a p p lie d , p u b lic  co n fid en ce  in  p u b lish ed  
f in a n c ia l  re p o rts  i s  weakened. Such a lo s s  o f  co n fid en ce  cou ld  have se v e re  
re p e rc u ss io n s  in  our c a p i t a l  m arkets." I f  i t  i s  deemed n e c e ssa ry  to  p ass H.R. 
1063 as p resen tly  drafted, the le t t e r  s ta te s , then we suggest th at the le g is la t io n  
c l e a r l y  in d ic a te  th a t  such accou n tin g  trea tm en t i s  to  be used fo r  r e g u la to r y  
reporting purposes only.
4SPEC IA L: AC COUNT A B IL ITY  OVER GOV ERNMENT CONTRACTS  L EG IS IA T ION  INTRODUCED I N  THE SENATE
L e g is la tio n  which seeks to  improve government a cco u n tab ility  over Federal contracts
w ith  r e s p e c t  to  c o s ts  and p r o f i t s  was introduced on 3/26/87 by Sen. W illiam
Proxm ire (D-WI ). The b i l l ,  S. 852 r e q u ire s  th e  A d m in istra to r  o f  th e  O f f ic e  o f  
Federal Procurement P o licy  to  assume re s p o n sib ility  fo r co st accounting standards 
and to  s e t  up a p r o f i t s  r e p o rtin g  system  and conduct p e r io d ic  p r o f i t a b i l i t y  
s tu d ie s . The Proxm ire b i l l  would t r a n s f e r  th e  fu n c tio n s  o f  th e  d efu nc t  C ost 
A ccounting Standards Board t o  th e  OFPP w hich, a cco rd in g  t o  th e  S en ator, " is  
equipped to  carry  out the compliance, monitoring, and regulatory c la r if ic a t io n s  
n e ce ssa ry  to  keep th e  c o s t  a cco u n tin g  stan d ard s cu rre n t."  F u rth er th e  Sen ator 
notes, "there i s  a consensus in the defense industry th a t supports continuance and 
compliance" w ith  a se r ie s  o f 19 con tract cost accounting standards promulgated by 
the Board when i t  was in  existance. The need should be c le a r  fo r continuing the 
fu n c tio n s  fo rm e rly  perform ed b y  CASB, s a id  Sen. Proxm ire. "Some governm ent 
a u th o r ity  needs to  r e s o lv e  d is p u te s  o f  th e  stan d ard s, and to  g ra n t w a iv e rs  o r 
exemptions when they are ju s t if ie d ."  A d d ition ally , the measure d ire c ts  OFPP to  
e s t a b l is h  a re p o rtin g  system . The system  would p ro v id e  d a ta  about c o n tr a c to r  
p r o f its  and would make i t  p ossib le  fo r  p eriod ic  p r o f it  stu dies to  be prepared a t  
le a s t  every three years. The measure has been referred  to  the Senate Governmental 
A ffa ir s  Committee. The b i l l  has not y e t been scheduled fo r  a hearing.
For fu rth er  in form ation  co n ta ct S h ir ley  Hodgson o r  Joseph Pe t i t o  a t  202/872-8190.
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